INTRODUCTION
The studies of Myers (1984) about the puzzle of the firm capital structure are remaining until now, especially in the field of corporate finance, as many research findings contradict each other in the context of firm preferences for equity and debt. Capital structure is flexible depending on the conditions of a firm; therefore, theories such as tradeoff, pecking order, and free cash flow are applied conditionally (Myers, 2001) . Similar to Asquith and Mullins (1986) in the context of signaling, Zingales (2000) also emphasizes that it is difficult to identify how firms choose sources of funds to establish their capital structures in the case when outsiders look the firms as a "black box".
The findings regarding capital structure vary; the circumstances and characteristics of firms differ in each case. Modigliani and Miller (1958) applied trade-off theory as the basic explanation for capital structure; the assumption was based on the idea that firms as tax-payers look for tax shields and set their proportional debts to obtain benefits, with the perception that profit in the current period as a determinant of taxable income will decrease as the cost of debt interest increases. Reversely, Sunder and Myers (1999) find that firms and in particular mature firms should prefer the pecking order model for their capital structure rather than the trade-off model; in other words, firms should finance their investments by internal funding or retained earnings first, followed by debt. Hovakimian, Opler, and Titman (2001) suggest that firms normally apply pecking order model in the short term rather than trade-off model, while the firms are more profitable or under agency problem. Furthermore, Jensen (1986) proves that free cash flow theory contributes in establishing the firm capital structure in a trade-off model, in particular when shareholders have a conflict of interest with managers in the allocation of free cash and considering the use of debt as a control device for managers in spending the funds. Additionally, Baker, and Wurgler (2002) , Hovakimian, Hovakimian, and Tehranian (2004) , and Elliott, Kant, and Warr (2008) show that market prices also have a role in establishing the firm capital structure, which refers to market timing and at once triggers the pecking order model.
The Republic of Indonesia is a developing country and also an emerging market in Southeast Asia. Most public firms in Indonesia use debt to finance their operations or investments where the sources of those debts predominantly come from national banking, which is owned by the state or private sector. Limited to the sample, after controlling characteristics such as size and age, public firms in Indonesia show a unique condition whereby they have lower long-term debt ratios on average. The dataset for this study indicates that smaller and younger firms with higher debt have only 40% long-term debt. Weijermars (2012) justifies that firms that have over 50% debt ratios can be referred to as firms with higher debt, and those below 50% can be referred to as firms with lower debt. Most public firms in Indonesia appear to have the tendency to use less debt, but this evidence is not sufficient to prove whether these firms have reached maturity; they, therefore, apply the pecking order model rather than trade-off model in establishing their capital structure.
This study clarifies how firms adjust their capital structure in a relationship with long-term debt policy to provide empirical evidence regarding theories of trade-off, pecking order, free cash flow, and market timing. This study proceeds as follows. Section 1 reviews the relevant literature and develops the hypothesis. Section 2 presents the sample, variable definitions, and regression models. Section 3 discusses the results and findings. Last section concludes the findings of this study and discloses the limitations for further studies.
LITERATURE REVIEW
1.1. The relationship of profitability and the long-term debt ratio in the context of trade-off theory, free cash flow theory, and pecking order theory
Profitability is a factor that can affect firm policy in determining capital structure both in context of trade-off theory and pecking order theory (Sunder & Myers, 1999 Myers (2001) explains that the trade-off model is effective given an assumption of higher firm profitability. Myers (2001) shows that firms with higher profitability normally have higher income, which can be used as the basis of income tax. In such conditions, Modigliani and Miller (1958) and Myers (2001) Based on these reviews, the study suspects that a change in profitability will change the long-term debt ratio in the context of trade-off theory, free cash flow theory, and pecking order theory. This study uses return on assets as a proxy for profitability and states the hypothesis for testing the relationship between profitability and long-term debt ratio as follows:
Ha 1 : There is a relationship between return on assets and long-term debt ratio.
1.2. The relationship of retained earnings to the total assets ratio and long-term debt ratio in the context of trade-off theory, free cash flow theory, and pecking order theory
Based on Generally Accepted Accounting Principles (GAAP), retained earnings is reported as the accumulation of current profit and profits of past periods, which has become a basic element of dividend policy for shareholders. DeAngelo, DeAngelo, and Stulz (2006) confirm that the retained earnings to total assets ratio symbolizes the maturity of firms. Moreover, DeAngelo, DeAngelo, and Stulz (2006) confirm that a large retained earnings to total assets ratio normally reflects that firms are prosperous, which make them able to distribute earnings as the dividend in a term to maximize the wealth of shareholders. In addition, Grullon, Michaely, and Swaminathan (2002) show that mature firms normally show stability in profitability, because these firms have fewer investments with large available cash, whereas firms at the growth level are more identical with many positive investments, but lower amounts of free cash. Grullon Based on these reviews, this study assumes that the retained earnings to total assets ratio basically shows the same behavior as other profitability ratios both for trade-off theory, free cash flow theory, and pecking order theory. In the context of tradeoff theory and free cash flow theory, the higher retained earnings to total assets ratio will make mature firms accumulate debt to avoid internal conflict. The other assumptions are based on conditions where those firms are at a growth level and where these firms still have many positive investment opportunities and prefer to finance it with debt at low cost. The hypothesis for testing the relationship between the retained earnings to total assets ratio and long-term debt ratio is stated as follows:
Ha 2 : There is a relationship between retained earnings to total assets ratio and long-term debt ratio.
1.3. The relationship of asset structure/tangibility and longterm debt ratio in the context of trade-off theory, free cash flow theory, and pecking order theory
Ideally, firms obtain long-term debt, because it is needed to finance long-term investments with the aim to increase profits (Diamond, 1991; Diamond & He, 2014 ). Rodrigues, de Moura, Santos, and Sobreiro (2017) confirm that most of the firms in the United States use long-term debt to finance their investments. Rajan and Zingales (1995) , and Mirza, Rehman, and Zhang (2016) confirm that increasing fixed assets in asset structure shall increase firm collateral on debt, which can be used to offset the risk of debt. Grullon, Michaely, and Swaminathan (2002) confirm that at the mature or transition level, as their investment opportunities are getting smaller, firms tend to have large free cash in line with increasing retained earnings. These circumstances are reasonable and acceptable, because firms at the mature level generally have good corporate governance in identifying their needs and managing performance (Garengo, Nudurupati, & Bititci, 2007) . Moreover, Grullon, Michaely, and Swaminathan (2002) show that firms at the growth level normally have many options for profitable investments, as they are still striving to achieve profit target level; it is, therefore, difficult to retain earnings, resulting in lower free cash. Fama and French (2002) , and Frank and Goyal (2003) clarify that a negative relationship between investment and debt is consistent with trade-off theory and pecking order theory in cases where firms are concerned about the risks and costs of debts for funding investments. Under free cash flow theory, Barclay and Smith (2005) clarify that shareholders use debt as an effective solution to avoid overinvestment by managers, because debt can force managers to be more critical in planning capital expenditures. Aivazian, Ge, and Qiu (2005) also suggest that firms should use debt when financing investments as a device to control managers for overinvestment and at the same time solve the problem of conflicts of interest with shareholders. Sunder and Myers (1999) argue that while shareholders and managers have the same goal on maximizing firm value, most of the mature firms shall apply pecking order to establish capital structure and they will have access to more retained earnings for financing additional investments rather than relying on debt financing.
Based on these reviews, this study assumes that the change in asset structure/tangibility will change the long-term debt ratio in the context of tradeoff theory, free cash flow theory, and pecking or-der theory. For mature firms, this study assumes that increasing asset structures/tangibility will decrease the use of debt, because these firms have a tendency to use internal funds, whereas growth firms prefer to use debt for financing investments, as well as to avoid internal conflicts. The hypothesis for testing the relationship between asset structure/tangibility and the long-term debt ratio is stated as follows:
Ha 3 : There is a relationship between asset structure and long-term debt ratio. Based on these reviews, this study assumes that the change in dividend payout ratio will change the long-term debt ratio both for mature and growing firms in the context of trade-off theory, free cash flow theory, and pecking order theory. The hypothesis for testing the relationship between dividend payout ratio and long-term debt ratio is stated as follows:
Ha 4 : There is a relationship between dividend payout ratio and long-term debt ratio.
1.5. The relationship of share price and long-term debt ratio in the context of trade-off theory, pecking order theory, and market timing theory
There are controversies regarding market timing theory in the finance field. Baker and Wurgler (2000) find that most firms have a tendency to use their own equities as a source of funds to finance their operations and investments before the period when their shares in capital markets have lower returns. Furthermore, Baker and Wurgler (2000) clarify that firms use their own equities as a source of funds in periods when their shares have higher returns and use debt as a source of funds in periods when their shares have lower returns. In their next study, Baker and Wurgler (2002) imply that the essence of market timing is issuing new shares when they command higher market prices, while, at the same time, lowering the debt ratio. But, Frank and Goyal (2004) argue that capital structure cannot be explained by market timing theory, since much of the empirical evidence is not adequate to explain the assumptions of this theory. (2008) confirm that the debt ratio tends to increase while share market prices are undervalued. Alti (2006) reports that investors put their preferences more for mature firms in the capital market, since they normally have lower asymmetric information with more certain returns. Based on this review, this study assumes that the change in share price will change the long-term debt ratio in the context of trade-off theory and pecking order theory. The hypothesis for testing the relationship of share price and long-term debt ratio is stated as follows:
Ha 5 : There is a relationship between share price and long-term debt ratio. This study uses a sample of Indonesian firms in which dependent variables and independent variables are represented in Indonesian currency or the Rupiah (Rp). This study uses the long-term debt ratio as a dependent variable, which is calculated by the ratio of total long-term debts to total assets (symbolized by LTD) and measured by a dummy 
RESEARCH METHOD
Mature or considering the risks and costs
Notes: This table summarizes the hypotheses development of this study based on relevant theories. Dependent variable is longterm debt ratio (LTD), calculated by the ratio of total long-term debts to total assets and measured by a dummy, where 1 for firms with higher debt, and 0 for firms with lower debt. ROA is ratio of net profit to total assets. RETA is ratio of retained earnings to total assets. Tang is ratio of total fixed assets to total assets. DPR is ratio of dividends per share to earnings per share. PRICE is measured by the closing price at the end of the year after corporate action.
based on the median as cut-off point, which divides the sample into firms with higher debt (code 1) and firms with lower debt (code 0).
The independent variables for this study are: profitability or return on assets (symbolized by ROA), calculated by the ratio of net profit to total assets; retained earnings to total assets ratio (symbolized by RETA), calculated by retained earnings divided by total assets; asset structure or tangibility (symbolized by Tang), calculated by the ratio of total fixed assets to total assets; dividend payout ratio (symbolized by DPR), calculated by the ratio of dividends per share to earnings per share; and share price (symbolized by PRICE), measured by the closing price at the end of the year after corporate action, such as stock splits, dividend announcements, rights issues, etc.
This study also controls the sample based on firm size and firm age to distinguish the results. The firm size is calculated by the natural logarithm of total assets and cut off by the median in a term to get larger firms and smaller firms. The firm age is the difference between the current year of observation (year 2015) and the established date of each firm and also cut off by the median, which separates older firms and younger firms. As a result of calculation, this study finds that the median for firm size is 14.76, while the median for firm age is 32.5 years.
This study conducts logistic regression analysis for hypotheses testing at a significance rate of 0.05. To confirm the regression fit model, this study tests the chi-square value as the formal procedures in logistic regression by Hair, Black, Babin, and Anderson (2010) and Kleinbaum and Klein (2010) to deter-mine whether model is fit (insignificant at 0.05) or the model is not fit (significant at 0.05). The regression model for this study is written as follows: 
RESULTS AND DISCUSSION

Descriptive statistics
Descriptive statistics present a description of the characteristics of firms according to variables used in this study during the observation period. Table 3 shows that larger and older firms with lower debt have the highest mean for return on assets, the retained earnings to total assets ratio, the dividend payout ratio, and share price, among other firm categories. The results indicate that these firms seem to adopt the pecking order model, and they have, therefore, reached the mature level, as reflected by their retained earnings to total assets ratio. These firms also have higher profits and are, therefore, able to distribute higher dividends to their shareholders; as a result, they have higher market prices in the capital market. Table 3 also shows that smaller and younger firms with higher debt have the highest mean of longterm debt and tangibility, but they also have the lowest mean for return on assets and the dividend payout ratio. The results indicate that these firms finance their long-term investments with long-term debt, as predicted by trade-off theory. In terms of financing preferences, they must endure high debt interest expenses, which leads to decreasing prof- its and small dividends paid to shareholders. As a result of paying small dividends, their share prices have a tendency to decrease. Similarly, smaller and older firms with higher debt also show similar behaviors, where more than half of their longterm investments are financed by long-term debt, which leads to the lowest retained earnings and share prices.
Robustness
The study checks the robeestness for the result of analysis by using -2 log likelihood, Hosmer and Lemeshow test, and Omnibus test. Notes: This table reports descriptive of this study. Dependent variable is long-term debt ratio (LTD), calculated by the ratio of total long-term debts to total assets and measured by a dummy, where 1 for firms with higher debt, and 0 for firms with lower debt. ROA is ratio of net profit to total assets. RETA is ratio of retained earnings to total assets. Tang is ratio of total fixed assets to total assets. DPR is ratio of dividends per share to earnings per share. PRICE is measured by the closing price at the end of the year after corporate action. The firm categories are: (1) larger and older firms with higher debt; (2) larger and older firms with lower debt; (3) larger and younger firms with higher debt; (4) larger and younger firms with lower debt; (5) smaller and older firms with higher debt; (6) smaller and older firms with lower debt; (7) smaller and younger firms with higher debt; (8) smaller and younger firms with lower debt 0.05, which means that the model fits with data. The differences for Chi-square value (ΔCS) on the model for each firm categories based on Omnibus test are significant at 0.05, which means that including independent variables in regression equation shall decrease the -2 log likelihood and fix the model into the fit model.
Larger and older firms with higher debt
Under the assumption that the retained earnings to total assets ratio has the same behavior as return on assets, (2001), this result shows that firms are becoming profitable, which indicates that they have reached maturity, and, at this level, these firms slowly start to decrease debt and replace it with internal funds for financing any additional investments.
Consistent with Grullon, Michaely, and Swaminathan (2002), the insignificant effect of asset structure or tangibility in Table 4 indicates that firms do not have many investments, which indicate maturity. The insignificant effect by dividend per share in Table 4 supports the result for the retained earnings to total assets ratio, which indicates that these firms do not have the tendency towards under conflict of interest as proposed by Easterbrook (1984) Notes: This table reports the results of logistic regression on firm capital structure for this study. Dependent variable is long-term debt ratio (LTD), calculated by the ratio of total long-term debts to total assets and measured by a dummy, where 1 for firms with higher debt, and 0 for firms with lower debt. ROA is ratio of net profit to total assets. RETA is ratio of retained earnings to total assets. Tang is ratio of total fixed assets to total assets. DPR is ratio of dividends per share to earnings per share. PRICE is measured by the closing price at the end of the year after corporate action. CS is Chi-square value by Hosmer and Lemeshow test. ΔCS is differences of Chi-square value based on Omnibus test. The firm categories are: (1) larger and older firms with higher debt; (2) larger and older firms with lower debt; (3) larger and younger firms with higher debt; (4) larger and younger firms with lower debt; (5) smaller and older firms with higher debt; (6) smaller and older firms with lower debt; (7) smaller and younger firms with higher debt; (8) Descriptive statistics show that firms have better performance than other firms; the positive sign and significance of retained earnings to total assets ratio in Table 4 indicates that firms have tendencies under internal conflict for additional investments in the context of free cash flow theory as proposed by Jensen (1986) , Myers (2001) , Aivazian, Ge, and Qiu (2005), Barclay and Smith (2005) . The insignificant dividend payout ratio in Table 4 reflects that although firms have tendencies under conflict, they do not emphasize the solution on dividend payment, as proposed by Easterbrook (1984) , Jensen (1986) , and Brav, Graham, Harvey, and Michaely (2005) . The insignificance of share price in Table 4 shows that positive and significant effect of tangibility confirms that firms still have more options for additional long-term investments, which makes them tend toward a position of growth, as proposed by Grullon, Michaely, and Swaminathan (2002) . Regardless of the internal conflict, the positive sign of tangibility in Table 4 reflects that firms are concerned with risks and costs of debt rather than equities for funding investments, as suggested by Fama and French (2002) and Frank and Goyal (2003) . The positive and significant effect of share price in Table 4 shows that market timing does not play a role in determining capital structure for these firms, so this result is inconsistent with Baker (2008). These results also indicate that firms conditionally adjust their capital structure to trade-off model in a term to increase their profit. The positive sign of return on assets in Table 4 indicates existence of internal conflict in firms, as proposed by Jensen (1986), Myers (2001), Aivazian, Ge, and Qiu (2005), Barclay and Smith (2005) . The insignificant effect of dividend payout ratio in Table 4 reflects that firms do not use dividends to solve conflicts, as suggested by Easterbrook (1984) , Jensen (1986), Brav, Graham, Harvey, and Michaely (2005); its positive sign does little support for the existence of internal conflict in firms. The negative and significant effect of tangibility in Table 4 reflects that firms are concerned about risks and costs of debt in funding investments; the result is, therefore, acceptable from the perspective of both trade-off theory and pecking order theory, as suggested by Fama and French (2002) , Frank and Goyal (2003) . Table 4 shows that capital structure for these firms is more complex, since their share prices have a negative sign and are significant with respect to long-term debt ratios. The result shows that market timing significantly determines capital structure so that firms follow pecking order model, as proposed The results for larger and younger firms with lower debt indicate that these firms adjust their capital structure conditionally either by pecking order or trade-off model to control the managers and investment activity. Under these circumstances, these firms finance their investments flexibly both with debt and equity. The results on tangibility and share price indicate that financing on investments is dominated more by equities through market timing, as suggested by Alti (2006) , Alti and Sulaeman (2012). Table 4 confirms that firms do not use dividends to avoid internal conflict, as suggested by Easterbrook (1984) , Jensen (1986) , Brav, Graham, Harvey, and Michaely (2005) .
Larger and older firms with lower debt
Larger and younger firms with higher debt
Larger and younger firms with lower debt
Smaller and older firms with higher debt
It is assumed that investments for these firms are already at optimum points and additional investments are meant to increase future profits. Descriptive statistics in Table 3 show that mean of retained earnings to total assets ratios for these firms is the lowest relative to other firm categories, but the return on assets is high enough among other firm categories, which reflects growth profitability as an effect of optimum investments. As their profitability starts to grow, these firms start to reduce long-term debt, as suggested by Hovakimian, Opler, and Titman (2001), and Myers (2001) . Consistent with Grullon, Michaely, and Swaminathan (2002), based on these assumptions, these firms are shown to have reached transition level, since they have similar characteristics with mature firms.
The positive and significant effect of tangibility in Table 4 is still consistent with pecking order model, as suggested by Fama and French (2002) and Frank and Goyal (2003) . This result indicates that firms tend to use debt to finance investment activity, as they have insufficient internal funds or retained earnings. Moreover, since these firms have large investments as reflected by means of tangibility, they can use fixed assets as collateral to offset the risk of debt, as suggested by Rajan and Zingales (1995) , Chen (2004) . The insignificant effect of share price in Table 4 indicates that firms do not establish capital structure by applying market timing, as proposed by Baker 
Smaller and older firms with lower debt
The positive sign of retained earnings to total assets ratio in Table 4 shows that firms are shifting the model of capital structures from pecking order model to trade-off model, as suggested by Modigliani and Miller (1958) , Jensen (1986) , Jensen (1988) , Hovakimian, Opler, and Titman (2001) , and Myers (2001) . Although the results are insignificant, the signs of other independent variables offer little support to confirm trade-off model. The lowest mean of tangibility indicates that firms do not have many investment opportunities, as they have a high enough retained earnings to total assets ratio and return on assets. These firms tend toward maturity, as proposed by Grullon, Michaely, and Swaminathan (2002) . The result in Table 4 shows that the negative and significant effect of tangibility is still consistent in the context of trade-off theory when firms are considering risks or costs of debt, as suggested by Fama and French (2002) , and Frank and Goyal (2003) . Descriptive statistics in Table 3 show that firms have the lowest mean of debt and the lowest mean of investment. These results indicate that they do not use debt for financing investment if they consider investment is risky or cost of debt to be expensive; otherwise, they use debt to control the managers' behavior on managing earnings on the motive to increase the wealth of shareholders.
Under these assumptions, firms have conflicts of interest, as proposed by Jensen (1986) 
Smaller and younger firms with higher debt
The negative and significant effect of retained earnings to total assets ratio in Table 4 shows that Table 3 report that firms have the highest mean of tangibility and the lowest mean of return on assets relative to other firm categories. These results indicate that firms have characteristics like smaller and older firms with higher debt. Based on assumption that investments are optimum, additional investments are objective to increase future profit, and profitability starts to grow; then, decreasing debts in capital structure of firms is consistent with pecking order model, as suggested by Sunder and Myers (1999) , Hovakimian, Opler, and Titman (2001), and Myers (2001) . Moreover, as they still have some investment opportunities, these firms are shown to be at transition level, which is close to mature level, as proposed by Grullon, Michaely, and Swaminathan (2002) .
As these firms have the largest tangibility, the lowest return on assets, and low retained earnings, the positive and significant effect of tangibility indicates some possibilities: (1) firms tend to finance investment by debt when retained earnings are insufficient, as suggested by Fama and French (2002) , and Frank and Goyal (2003) ; (2) firms can pledge assets as collateral to offset risk of debt, as suggested by Rajan and Zingales (1995) 
Smaller and younger firms with lower debt
The positive and significant effect of retained earnings to total assets ratio in The positive sign of retained earnings to total assets ratio in Table 4 indicates that firms have a conflict between shareholders and managers, as proposed by Jensen (1986) , Myers (2001) , Aivazian, Ge, and Qiu (2005) , and Barclay and Smith (2005) . The positive sign of dividend payout ratio in Table  4 indicates internal conflict, although the result confirms that dividends are not an alternative way to solve the conflict, as suggested by Easterbrook (1984) , Jensen (1986) , and Brav, Graham, Harvey, and Michaely (2005) . Consistent with Fama and French (2002) , and Frank and Goyal (2003) , the negative relationship between tangibility and longterm debt ratio is still consistent from the perspective of trade-off theory in cases where firms prefer equity financing, as they view risks and costs of debt as greater than those of equity.
Moreover, the negative and significant effect of share price in Table 4 Brendea (2012) . This result supports the negative relationship between tangibility and long-term debt ratio indicating that investment financing of smaller and younger firms with less debt is characterized more by equities rather than debt. Notes: This table reports the summary of findings of firm capital structure for this study. Dependent variable is long-term debt ratio (LTD), calculated by the ratio of total long-term debts to total assets and measured by a dummy, where 1 for firms with higher debt, and 0 for firms with lower debt. ROA is ratio of net profit to total assets. RETA is ratio of retained earnings to total assets. Tang is ratio of total fixed assets to total assets. DPR is ratio of dividends per share to earnings per share. PRICE is measured by the closing price at the end of the year after corporate action. The firm categories are: (1) larger and older firms with higher debt; (2) larger and older firms with lower debt; (3) larger and younger firms with higher debt; (4) larger and younger firms with lower debt; (5) smaller and older firms with higher debt; (6) smaller and older firms with lower debt; (7) smaller and younger firms with higher debt; (8) smaller and younger firms with lower debt.
Implications
Tables 5 , 6 provide the summary of empirical evidence and theoretical implications for capital structure adjustment by each firm category in the context of trade-off theory, pecking order theory, free cash flow theory, and market timing theory for the case of developing countries based on Indonesian firms. The findings of this study are similar in case of firms in Latin America (Rodrigues, de Moura, Santos, & Sobreiro, 2017) and the case of firms in Gulf Corporation Council (Zeitun, Temimi, & Mimouni, 2017) . At higher debt levels, older firms, either larger or smaller tend to adjust capital structure according to pecking order model, while younger firms, either larger or smaller, tend to adopt trade-off model and pecking order model, which is, for the most part, triggered by preferences on the cost of capital. Moreover, the evidence shows that free cash flow theory is not applicable to most higher-debt firms in conditions where they shift to pecking order model or combine trade-off model with pecking order model. The evidence shows that mature firms are larger and older firms start adjusting their capital structure based on pecking order model, especially at higher debt levels.
At lower debt levels, most firms tend to adjust capital structure according to trade-off model. According to these results, evidence shows that free cash flow theory is applicable to most firms with lower debt level, which indicates these firms are under the conflict of interests, while they increase the debt level. Uniquely, evidence also shows that for companies that prefer the cost of capital, market timing theory is applicable for younger firms, either larger or smaller; these companies typically combine trade-off model and pecking order model. Moreover, evidence shows that most firms with lower debt are at a mature level, except for larger and younger firms.
CONCLUSION AND LIMITATIONS
Capital structure cannot be viewed from a single perspective. While humans still play the most important role in business operations, organizational behavior reflects the behavior of people inside these organizations. Human behavior is very complex, and thus organizational behaviors are also complex, especially when they adjust the capital structure. Adjustments to firm capital structure depend on firm conditions and can be explained in the context of trade-off theory, pecking order theory, free cash flow theory, and market timing theory. This study finds how firms adjust capital structure in relation to firm characteristics and maturity with 138 Indonesian public firms as the sample for the observed period from 2010 to 2015.
This study reports that firms adjust the capital structure based on preferences for debt or equity as a source of funding. This study finds that preferences for debt or equity are related to the cost of capital. Furthermore, empirical evidence shows that the conflict of interest between shareholders and managers triggers capital structure adjustment in circumstances where the objectives of shareholders and managers do not align. Under such conditions, the form of capital structure can be based on a single model or a combined trade-off model, pecking order model, and market timing approach.
Based on Indonesian firms, this study shows that the existence of long-term debt in the capital structure plays its own role in firms reaching their maturity level, especially in developing countries. Empirical evidence shows that most firms at lower debt levels accelerate to mature levels at a faster rate than most firms at higher debt levels. Based on the findings, this study suggests that further studies should differ-entiate dividend payers and non-dividend payers to clarify how each of these firms determines their capital structure, as dividends also play a role in the capital structure in the context of free cash flow theory. In addition, future studies should analyze the relevance of income tax and liquidity to confirm the model of the capital structure, whether following the trade-off or pecking order.
